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Turnover Taxes: Their Origin, Fall from
Grace, and Resurrection
By Richard D. Pomp*

A

s part of Ohio’s tax reform in 2005, then-Governor Bob Taft declared that
“Ohio’s economy continues to lag the nation,” and the only way to enter
the “Promised Land” is by reforming the State’s tax law.1 Taft and the Ohio
Legislature believed that “[i]f we are to create tomorrow’s jobs, we can’t remain
frozen in time in yesterday’s tax system.”2 Ironically, given Taft’s concern with
“yesterday’s tax system,” he supported an antediluvian turnover tax, long vilified
and condemned by economists, which has its roots in the middle ages and thus
is more “yesterday” than the then-existing Ohio tax structure.3
A gross receipt or turnover tax is applied every time a good or service “turns
over”—that is, transferred from one entity to another for a consideration; the
resulting gross receipt is subject to tax. The tax base is “turnover”; the measure
of the tax is “gross receipts.”
The turnover tax is a measure of business activity. It has no connection with
a firm’s profits, its benefits from government spending, or the costs it imposes
on society. The tax applies to business-to-business sales of supplies, inventory,
machinery, materials, etc. The tax also applies to sales to end users, that is, to
consumers. It taxes both business and personal services. A turnover tax makes
no pretense of taxing profits, income, consumption, wealth, or other bases that
have come to be accepted around the world.
The name of Ohio’s new tax, the Commercial Activities Tax (CAT), belied its
nature as an old-fashioned turnover tax and few critics drew that connection. The
same can be said about the Washington B&O tax, one of the oldest turnover
taxes in the country.
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The CAT has deep roots.4 Ancient Athens laid taxes upon the sale of real property
and selected goods.5 The taxation of specific commodities, especially salt, was common in China, India, and Egypt, where the Ptolemies apparently imposed a tax
of 5% on all commodities.6 When the Romans conquered Egypt, they imposed
a general turnover tax reaching 10%.7
During the reign of Augustus, a tax of 1% was levied on all articles, movable
goods, and fixtures sold in the markets or by auction.8 The rate was 2% upon
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slaves.9 The turnover tax spread to France10 and Spain,
where it persevered after the end of Roman rule.11

The Alcabala of Spain and Its
Progeny
The most notorious of the medieval taxes was the infamous alcabala of Spain,12 a cascading turnover tax13 of the
type used today by Washington, Ohio, Texas, Nevada,
Oregon, and Maryland.14 The alcabala was a national
tax, introduced in 1342, and covered nearly all goods.15
Initially meant to be temporary, it became permanent
in 1377.16 Over time, its rate ranged from 1% or 2% to
at least 10%.17 Rates differed by geography and type of
goods, which encouraged tax planning that hindered its
collection,18 a problem that infects any similar approach.
The Spanish Crown often contracted with cities, provincial governments, or merchant guilds (tax farmers) to
collect the tax, a problem complicated by the Crown’s
failure to ensure widespread compliance.19 The applicable
rate was based on the destination of the good and not
where it was manufactured. Fines were imposed if goods
were delivered at a low-tax location and used elsewhere,
reminiscent of tax-minimization strategies used today.
Sellers were allowed to pay a fixed, periodic amount instead
of paying on each transaction.20
The Spanish economists of the time,21 joined later by
the iconic Scottish economist, Adam Smith,22 and contemporary historians,23 blamed the tax for that country’s
economic decline. While Spain’s continuing expensive,
unsuccessful military expenditures also undermined the
empire, creditors continued providing loans believing their
collateral was sound. After all, there was the continuing
gold and silver from the New World, and Spain would
certainly win future wars. But it didn’t. Smith suggests that
Great Britain’s economic superiority to Spain was in part
because of the damage done by the alcabala.24
Spanish statesman Don Gaspar Melchor de Jovellanos
described the alcabala tax as having “surprised local produce from the moment it was born, chasing and biting it
throughout its circulation, without ever losing sight of or
releasing its prey until the last moment of consumption.”25
The negative implications of the alcabala were not limited to Spain. The Duke of Alba imposed a 5% alcabala
in the Netherlands, where it played a significant part in
causing a revolt.26
The alcabala was finally eliminated in 1845.27 But before
its demise, Spain exported the tax to Mexico in 1574 and
Peru in 1591.28 The Philippines adopted something similar
much later in 1904.29
18
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The French Turnover Tax
France also used a turnover tax, starting in 1292.30 The tax
was doubled in 1355 to finance its war with England but
faced massive resistance by the middle class.31 When Louis
XI levied a 5% tax in 1465 on wholesale sales, it met with
such opposition that it nearly caused a full-scale rebellion,
and he soon abandoned it.32 Charles VIII unsuccessfully
tried it again in 1485.33 A broader tax was introduced by
Henry IV in 1597 but eliminated it just five years later
because of substantial resistance.34 Other efforts to impose
turnover taxes also failed. When the French Revolution
started, one of the first actions was to abolish the remaining turnover taxes.35
During the seventeenth and eighteenth centuries, proposals for turnover taxes were common in England and
Western Europe.36 In the nineteenth century, England
taxed most commodities to finance its war with France.37
After the war, the tax was limited to just a few items.38
At the end of the Franco-Prussian war in 1871, France
again considered adopting a turnover tax to deal with postmartial needs.39 Economists railed against the turnover tax.
In criticism that foreshadowed current critiques,40 they
believed the tax would have a disparate impact on different producers and would favor vertical integration and
integrated enterprises.41 Other complaints were the lack
of proper accounting records and evasion. Nonetheless,
ignoring these objections France adopted a new turnover
tax in 1920, known as the Commodity Transfer Tax,
eliminated it in 1936, reinstated it in 1939, and finally
abandoned it in 1955.42 Especially noteworthy were early
criticisms of taxpayer manipulations to avoid taxable turnovers. For example, dealers became commission brokers,
and economic integration was common.43

Post-World War One
Italy (1919),44 Belgium (1921),45 Luxembourg (1922),46
the Netherlands (1940),47 and Austria (1938)48 all introduced turnover taxes presumably to deal with their fiscal
needs after World War I and the Great Depression.49
Germany adopted a turnover tax in 1918, and although
heavily criticized, it continued until 1968.50 In 1968,
Germany adopted a value-added tax (VAT) as part of the
movement to harmonize taxes by the European Economic
Community, the predecessor of the European Union.51
After World War I, turnover taxes were a major source
of revenue for most European countries.52 If they did not
already have them, these countries adopted turnover taxes
to aid fiscal systems suffering from the drain of World War
I, post-martial expenditures, recessions, and uncontrolled
Winter 2021

inflation. In this context, taxes that were hidden in prices,
collected through convenient business channels, and paid
in small installments were viewed as advantageous. The
need to finance the government during a time of rapid
inflation enhanced the attractiveness of a tax that was
responsive to price increases.53 In the two decades following World War I, the turnover tax became an important
fiscal element throughout most of Europe, South America,
Australia, and Canada, later to be supplanted by VATs.54
Non-European countries using some form of a turnover
tax post-World War I included Ceylon (today Sri Lanka),
Taiwan, Indonesia, Korea, Chile, certain states in Brazil,
Argentina, India, and west and equatorial Africa which
consists of current or former French colonies.55 Almost all of
these countries subsequently replaced these taxes as part of
the worldwide movement (with the exception of the United
States) with VATs.56 By the 1970s, European countries had
replaced their sales taxes and turnover taxes with VATs, under
pressure from the European Union to harmonize member
countries’ tax systems.57 This harmonization was “considered
a key element to develop a common market among EU
nations and enhance international competitiveness.”58

Summary
One commentator described the former turnover taxes
as “iniquitous in their collection, unjust in their burdens,
and unpopular with taxpayers.”59 “Unpopular” seems to be
an understatement. Turnover taxes are not a characteristic
of mature economies but instead are hallmarks of developing countries. They were often adopted to deal with
dire economic conditions, typically in response to wars

or recessions, when other tax bases were unavailable. As
noted, the most infamous of all turnover taxes, the Spanish
alcabala, is blamed for that country’s decline. Other
countries’ turnover taxes were met with strong resistance
by taxpayers, sometimes triggering outright rebellions.60
Economists railed against the tax and its disparate impact
on different producers and its encouragement of economic
integration.61 At the first opportunity, turnover taxes were
replaced with VATs.
As one famous international economist, Edwin Seligman
concluded, “taxes on … [turnover] … constitute a rough and
ready system, suitable only for the more primitive stages of
economic life.”62 “In a business community which is striving more and more to adjust its taxation to the ability of the
individual such a reversion to bygone practices would seem
to be unwise in the extreme.”63 “In modern times … the
tax on gross receipts is everywhere giving way to the tax on
profits or net receipts,” and that gross receipts are “exceedingly inequitable as between various classes of business, or
as between different individuals in the same class.”64 John
Due, another iconic economist, writing a few decades after
Seligman, and thus having more years of perspective, also
concluded that while European and Latin American countries
adopted turnover taxes to deal with wartime fiscal problems,
they were abandoned once their defects became obvious.65
As the preceding historical summary indicates, Ohio
demonstrates the adage that “those who don’t know
history are doomed to repeat it.” That may also explain
Ohio’s siren call for other states, inspiring Texas, Nevada,
and Oregon.
A systematic treatment of the defects in turnover taxes
merits a more detailed and rigorous treatment.66
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